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Report to the Shareholders 


Consolidated Results 

Consolidated results for the fiscal year ended June 
30, 1975 were greatly improved over those re- 
ported for 1974. While a loss of $1,633,000 was 
incurred for 1975, this compared favourably with 
the loss of $5,391,000 reported for 1974. There 
were no extraordinary items in the 1975 fiscal year. 


CONSOLIDATED RESULTS 


FINANCIAL YEARS ENDED 


JUNE 30 INCREASE 
1974 (DECREASE) 


Sales 


Net Loss Before Extraordinary 
Item 


Net Loss 


Per Common Share 


$419,949,000 


11.1% 


$ 5,391,000 (69.7)% 
$ 3,850,000 (57.6)% 
27.6¢ (37.3)% 


Increases in sales revenues were due primarily to 
increased selling prices in a number of beer mar- 
kets in Canada, the United States and the Republic 
of Ireland and in the Canadian wine operations. 
Volume increases were achieved in the Canadian 
brewing operations while volume again declined 
in the United States markets and, because of price 
differentials for the various types of brewed prod- 
ucts, volume declined in Irish beer markets. 


Raw material and manufacturing costs continued 
to escalate in all areas of the Company’s operations, 
although not to the same degree as experienced 
over the last two years. Some of these increases 
were offset by increased selling prices but most 
still had to be absorbed. While most industries 
are able to maintain reasonable margins by 
raising selling prices to cover cost increases as 
incurred, the brewing industry must obtain gov- 
ernmental approval in most markets and these 
delays continue to have a serious impact on 
earnings. 


Results, on a consolidated basis, and separately for 
each business component are shown in detail in 


the other sections of this annual report. Also in- 
cluded in this annual report for the first time are 
two new sections: Nature and Lines of Business, 
and Management’s Discussion and Analysis of 
Operations. While much of the information in- 
cluded under these headings has been provided 
in the past, the format and content this year has 
been designed to comply with regulations re- 
cently issued by the Securities and Exchange 
Commission, Washington, D.C. 


Negotiations with National Brewing Company 


A major portion of the efforts of senior manage- 
ment and the Board of Directors has been directed 
towards a solution to the problem of continuing 
losses in U.S. brewing operations. Alternatives 
considered have included further rationalization 
of production facilities; the sale of the U.S. opera- 
tions, which would result in a sizable loss to the 
Company; the possibility of contract brewing for 
other U.S. brewers to improve the utilization of 
production capacities, and the purchase of addi- 
tional volume. While these alternatives have been 
undergoing investigation, cost reduction pro- 
grams have been put into effect in the United 
States operations with savings being achieved in 
many areas. 


Early in September, 1975, when rumours caused 
unusual activity in the Company’s shares on 
The Toronto. Stock Exchange, the Company 
announced that it was discussing with National 
Brewing Company of Baltimore, Maryland, 
the acquisition of that company’s brewing assets 
and trade marks. There are many reasons why 
this proposed acquisition would be of benefit to 
the Company. Improvement in U.S. earnings 
would be derived from increased volume which, 
through rationalization of production facilities, 
would reduce the unit cost of production and 
therefore provide better margins on sales. The 
National plant in Phoenix, Arizona would be 
closer to some of the Carling markets than present 
Carling plants, resulting in transportation savings. 
National has a high volume product in the prem- 
ium priced market which would also produce 
increased margins. Additional savings would be 


achieved through the elimination of duplication 
in overhead, sales and distribution costs through 
the combining of the Carling and National oper- 
ations. 


At the time of writing of this report, negotiations 
are continuing. A meeting has been held with 
the United States Justice Department, to inform 
them of the proposed transaction. When a deci- 
sion is reached, a full public announcement will 
be made immediately. 


Restructuring of the Board of Directors and 
Management 

Since acquisition of the controiling interest in 
Carling O’Keefe Limited by Rothmans of Pall 
Mall Canada Limited, a number of Directors of 
the Company have performed a dual function as 
Directors, and in some cases Officers, of both 
companies. In July, 1975 the Boards of Directors 
of Carling O’Keefe Limited and Rothmans of 
Pall Mall Canada Limited agreed to eliminate 
these duplications. Accordingly, Mr. Joel W. 
Aldred, Major General Sir Francis de Guingand, 
Mr. John H. Devlin, Mr. Robert H. Hawkes, 
Mr. Renault St-Laurent and Mr. John E. Shaffner 
resigned as Directors of Carling O’Keefe Limited 
remaining on the Board of Directors of Rothmans 
of Pall Mall Canada Limited. Mr. John Ladd 
Dean, a Director of both Carling O'Keefe 
Limited and Carling Brewing Company Incor- 
porated, resigned from the Board of Carling 
O’Keefe Limited. Mr. W. Tennyson resigned 
from the Board of Rothmans of Pall Mall Canada 
Limited and remains on the Carling O'Keefe 
Board. 


Directors appointed to fill the vacancies created 
on the Board of Directors of Carling O’Keefe 
Limited were Mr. John C. Lockwood, the 
Chairman of the Board of Lever Brothers 
Limited until his retirement in July, 1975; Mr. 
E. Norris Davis, Executive Vice President of the 
Company and previously a Director from 1971 
to 1974; Brig. Gen. W. Preston Gilbride, Chair- 
man of Grafton Group Ltd.; Mr. Donald J. 
Hurley, partner of Goodwin, Proctor & Hoar 
and a Director of Carling Brewing Company 


Incorporated; Hon. Jean Lesage, Senior Partner 
of Lesage, Demers, Lesage & Brochu and 
former Premier of the Province of Quebec; Mr. 
Noah Torno, Chairman, Jordan Valley Wines 
Limited; and Mr. A. Maxwell Henderson, former 
Auditor General of Canada from 1960 until his 
retirement in 1973. Mr. John C. Lockwood was 
elected Chairman of the Board and Mr. W. 
Tennyson was appointed President and Chief 
Executive Officer. 


To maintain suitable reporting lines, Mr. Lock- 
wood continues as a Director of Rothmans of 
Pall Mall Canada Limited and Messrs. Davis, 
Hurley and Torno will report on Canadian 
Brewing, U.S. Brewing and Canadian Wine 
operations to the Carling O’Keefe Limited Board. 


Duplicate directorships and management in 
Carling Brewing Company Incorporated have 
also been adjusted. Mr. Donald J. Hurley, a 
director of Carling Brewing Company Incorpor- 
ated since 1954, was elected Chairman of the 
Board of the U.S. company to replace Mr. J. H. 
Devlin. Mr. George A. D. Stewart, formerly 
Executive Vice President, was appointed a direc- 
tor and replaced Mr. W. Tennyson as President. 


There are many encouraging signs developing in 
the Company’s operations and the Directors and 
management will make every effort to ensure 
that these improvements continue. While there 
is still much work to be done, the 1975 fiscal year 
was one of progress. This was made possible by 
the dedicated efforts of the Company’s employees 
and by the loyalty.and encouragement of the 
shareholders. On behalf of the Board of Directors, 
we wish to thank them for their support. 


September 26, 1975 


se pee — 
a 
J. C. Lockwoop W. TENNYSON 


Chairman of the Board President and Chief 
Executive Officer 


Review of Operations 


Brewing Operations— Canada 


Canadian sales volume for the 1975 fiscal year 
increased 1.2 percent over 1974 compared to an 
industry increase of 3.3 percent. Packaged sales 
were up 2.3 percent while the industry increased 
4.9 percent. Sale of draught beer in Canada con- 
tinued to decline with company sales down 4.6 
percent compared to an industry decline of 7.1 
percent. 


The Company is still experiencing difficulties in 
its efforts to improve market position in Ontario. 
Company share decreased 1.6 percent while the 
total industry volume increased 2.7 percent. In 
the major market of Quebec, company volumes 
were up 5.9 percent compared to an industry 
increase of only 3.0 percent. Similarly, in 
Saskatchewan and British Columbia where com- 
pany volumes were up 8.5 percent and 4.1 per- 
cent respectively, industry volumes increased by 
4.2 percent and 3.9 percent. In the Newfoundland 
market, plant facilities have been operating at 
capacity to supply the demand for the Company’s 
products. 


The good weather experienced in most provinces 
during the summer contributed to higher beer 
sales and restored the industry growth to that 
experienced in previous years. 


BREWING OPERATIONS—CANADA 


JUNE 30 INCREASE 


FINANCIAL YEARS ENDED 


Sales (barrels) 
Sales 
Net Earnings 


Earnings per Barrel 


1974 


(DECREASE) 


4,278,000 


$241,065,000 


‘| $ 1,531,000 


$0.36 


1.2% 


13.0% 


198.8% 


194.4% 


Two provinces, Manitoba and Saskatchewan, 
have recently taken steps to encourage the de- 
velopment of a ‘low alcohol’ beer. While the 
manufacturing costs of this product are compar- 
able to those of regular products, these provinces 
are supporting the low alcohol segment by pro- 
viding substantial price incentives to the con- 
sumer. However, in Alberta, where low alcohol 
beer at a reduced price has been available for 
some time, this product does not represent a 
significant share of the total beer market. Carling 
O’Keefe has a successful brand in the Manitoba 
marketand1s monitoring developments elsewhere. 


In Alberta, the Edmonton plant, which had been 
incorporated in a restricted parkland area and was 
therefore incapable of being expanded, was closed 
and all production was transferred to the larger 
Calgary facility. Concurrently, the decision was 
made to establish provincial management and 
sales headquarters in Edmonton. 


Earnings for Canadian brewing operations were 
improved due primarily to the achievement of 
delayed price increases with a little slowing in the 
trate of cost increases. Revenues increased by 
$10,281,000 as a result of price increases. Raw 
materials and manufacturing costs increased by 
$13,801,000 over the previous year. Administra- 
tive and general expenses were reduced during 
the year despite inflationary cost increases. 


Price increase applications to offset already in- 
curred increased costs are still pending before 
several provincial governments, and in view of 
the continuing cost pattern resulting from the 
instability in the economy generally, the delays 
in granting price relief on our products continues 
to create a serious situation for our Company 


and the industry. 


Brewing operations— United States 


The losses being incurred in the Company’s 
United States brewing operations have been the 


most serious problem facing the Company for a 
number of years. For the fiscal year ended June 
30, 1975, a loss of $9,436,000 was incurred com- 
pared to a loss of $6,006,000 in 1974. While sales 
revenues for the year increased 7.7 percent to 
$146,029,000, as a result of price increases obtain- 
ed in certain markets, sales volume declined by 
4.3 percent from 1974 levels. During the 1975 
fiscal year, the Company continued to face in- 
creases in the cost of its raw materials and manu- 
facturing expenses. Because of competitive pric- 
ing pressures, many of these costs could not be 
passed on to the consumer through selling price 
increases. 


BREWING OPERATIONS—U.S.A. 
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ENDED JUNE 30 INCREASE 
FINANCIAL YEARS ioe (DECREASE) 
Sales (barrels) 3,574,000 (4.3)% 
$135,640,000 7.7% 
| $ 6,006,000 57.1% 
Loss per Barrel $1.68 64.3% 


Because of reduced sales, the company’s breweries 
have been operating well below total production 
capacity resulting in high production costs on a 
unit basis. The extent to which total volume can 
be allocated among the various plants is governed 
by the distances from plant to market and the 
brand preferences of each market. During the 
year the company discontinued sales into certain 
areas where there was no margin return or where 
margins did not warrant sales activity. A number 
of sales offices were closed where markets could 
not support a separate office. The program of 
reducing overhead expenses wherever possible 
has been continued but not much more can be 


done in this area. 


The solution to the company’s problems is 
increased volume. Lower unit costs, resulting 
from better utilization of plant facilities, would 
provide the Company with the margin flexibility 
to compete more effectively in United States beer 
markets. Carling is not successfully represented 
in the higher margin premium price market, 
which accounts for a large segment of the total 
U.S. beer market. 


The Company has actively sought solutions to 
these problems, and as previously mentioned, 
negotiations are now in progress with National 
Brewing Company. 


Brewing Operations—Republic of Ireland 

Brewing industry sales in the Republic of Ireland 
for the fiscal year ended June 30, 1975 amounted 
to approximately 3,100,000 barrels (Canadian), a 
marginal decrease from 1974. Stout accounts for 
approximately 70 percent of the market as against 
65 percent in 1974. 


BREWING OPERATIONS —IRELAND 

JUNE 30 INCREASE 
FINANCIAL YEARS ENDED 1974 (DECREASE) 
Sales (barrels) 250,000 (20.4)% 
Sales $16,851,000 2.7% 
Net Earnings $ 561,000 (56.1)% 
Earnings per Barrel $2.24 (44.6)% 


Principally a producer of ale and lager, Beamish 
& Crawford Limited reported decreased sales and 
earnings for the year due to the sales decline in the 
ale segment of the Irish market. Carling Black 
Label showed major gains during the year. 


Earnings for the 1975 fiscal year were adversely 
affected by increased raw material and other 
manufacturing costs and by increased financial 


charges. In addition, the inflationary spiral in 
Ireland continues at a rate of 25 percent per 
annum together with wage and salary increases 
amounting to an annualised rate in excess of 28 
percent. 


Wine Operations 

Volume of wine sold by Jordan Valley Wines 
Limited decreased by 5.1 percent from 4,951,000 
gallons in 1974 to 4,698,000 gallons in 1975. The 
decline was due to an embargo placed on Ontario 
wines by the Province of Quebec for a period of 
three months during the 1975 fiscal year. Foreign 
wine sales continue to grow rapidly in Canada 
while the sales growth of Canadian wines has 
remained relatively unchanged over the last two 
years. Jordan Valley Wines Limited continues to 
be the largest wine company accounting for more 
than 30 percent of the market for Canadian wines. 


Sales revenues for the fiscal year increased by 11.8 
percent from $24,435,000 in 1974 to $27,317,000 
in 1975, reflecting price increases granted during 
the year by the provincial liquor boards. Earnings 
improved by 23.5 percent with the Carling 
O’Keefe share amounting to $842,000 in 1975 
compared to $682,000 in 1974. 


Jordan is presently constructing a new winery in 
Selkirk, Manitoba to replace facilities in Gimli, 
Manitoba, which must be vacated. 


WINE OPERATIONS 


r 
JUNE 30 INCREASE 
1974 (DECREASE) 


FINANCIAL YEARS ENDED 


Sales (gallons) 4,951,000 (5.1)% 


Sales $24,435,000 11.8% 
*Net Earnings $ 682,000 23.5% 


*Earnings per Gallon 13.8¢ 29.7% 


*Carling O'Keefe Limited share 


At June 30, 1975, Carling O'Keefe held 83.8 
percent of the outstanding shares of JordanValley 
Wines Limited and under the terms of an agree- 
ment signed at the time these shares were acquired, 
Carling O’Keefe Limited was committed to pur- 
chase the minority interest at a future date. By an 
agreement dated August 21, 1975, the Company 
acquired half of the minority shares at an aggre- 
gate cost of $2,397,298 thereby increasing its 
holding to 91.9 percent. Under the terms of this 
latest agreement, the Company has undertaken to 
purchase the remaining 8.1 percent interest in 
1978 at a price contingent on the earnings of the 
wine subsidiary for the 1976, 1977 and 1978 
fiscal periods. 


Oil and Gas Operations 

The Company’s wholly-owned subsidiary, Star 
Oil & Gas Ltd., had a satisfactory year with good 
growth in sales and earnings. 


Sales from producing oil and gas properties, after 
royalties, totalled $3,280,000—a 67.5 percent 
increase over 1974 sales of $1,958,000. Earnings 
for 1975 were $203,000 compared to a loss of 
$319,000 for 1974. 


Because of the uncertainties in the oil and gas 
industry resulting from actions of the Federal and 
Provincial governments, Star participated in the 
drilling of only nine wells during the year, four 
of which were successful gas wells while five 
were unsuccessful and were abandoned. In addi- 
tion, two wells, one of which was successful, 
were drilled on Star lands by other companies 
at no cost to Star. 


Net proven reserves at June 30, 1975 totalled 
4,616,000 barrels of crude oil and natural gas 
liquids and 124 billion cubic feet of natural gas 
compared to June 30, 1974 reserves of 4,902,000 
barrels of crude oil and natural gas liquids and 125 
billion cubic feet of natural gas. 


Star acquired interests in 18,784 acres of prospec- 
tive oil and gas lands during the fiscal year and at 
June 30, 1975 held interests in 2,902,000 undevel- 
oped acres located in Alberta, Saskatchewan, 
British Columbia, the Arctic Islands and East 
Coast offshore. This is a decrease of 1,008,000 
acres from 1974 primarily as a result of the 
surrender of East Coast offshore permits. 


During the year Star's Opal gas project went into 
production and work will commence soon on 
two other gas projects. These projects will add 
substantially to cash flow. In addition, all of the 
company's current gas purchase contracts have 
been renegotiated and, effective November 1, 
1975, all gas will be sold at the new prices as 
established by the Federal Government. 


The past year has been a very difficult one for the 
oil and gas industry. Changes in the Federal 
Income Tax Act and other new measuresinstituted 
by the Federal Government have greatly reduced 
the cash flow to the oil industry resulting in a 
reduction of exploration and development of 
new reserves of oil and natural gas. Some 
measure of relief was provided by the Alberta 
government in the form of credits and rebates of 
the Provincial share of the Federal income tax 
payable as a result of the non-deductibility of 
Provincial Crown Royalty and the Federal 
Budget of June 23, 1975 provided some further 


price and allowance incentives. 


International Division 

Carling Black Label has been sold under 
franchise agreements in the United Kingdom and 
Africa for many years. Royalty income under 
these agreements has increased each year and in 
1975 amounted to $1,166,000—an increase of 34 
percent over 1974. 


_ Financial Position 
June 30, 1975 working capital amounted to 
$48,254,000, a decrease of $2,021,000 from the 


working capital position at June 30, 1974. The 
ratio of current assets to current liabilities decreas- 
ed from 1.88 to 1 in 1974, to 1.78 to 1 in 1975. 
The net cash position of the Company, as reflected 
by cash, short term investments, bank indebted- 
ness and notes payable, declined by $3,633,000 
during the year, mainly due to continuing losses 
in the United States operations. The increases in 
other current assets and current liabilities were 
related to increases in selling prices and costs of 
doing business as a result of the continuing infla- 
tionary situation. 


Proceeds on disposal of the former O’Keefe plant 
in Vancouver and payment of a mortgage taken 
back on the sale in 1974 of surplus property in 
Ottawa were the major items included in pro- 
ceeds on disposal of investments and other assets. 


Property, plant and equipment increased by 
$7,854,000 during the year. Capital additions for 
the year amounted to $11,100,000 with expendi- 
tures on Canadian brewing operations of 
$6,069,000, including $1,910,000 for automotive 
equipment, and $1,155,000 for expansion of the 
facilities in St. John’s, Newfoundland. Capital ex- 
penditures in the U.S. brewing operations were 
$2,255,000, Canadian wine operations $1,676,000 
and other expenditures, including Beamish & 
Crawford Limited and Star Oil & Gas Ltd., 
$1,100,000. 


Capital expenditures of $13,500,000 are planned 
for the 1976 fiscal year. The major items will 
be expansion of the wine production facilities 
in Manitoba, British Columbia and Alberta, 
and expenditures to increase brewing capacity in 
Montreal, Quebec. 


Although no preference shares were redeemed 
during the year, 5,000 Series B Preference Shares 
were purchased on the open market, at prevailing 
prices, for cancellation. 


CARLING, ©-K EEFESUIMIEED 
AND SUBSIDIARY COMPANIES 


(Incorporated under the laws of Ontario) 


Consolidated Statement of Operations 


(in thousands of dollars) 


Year Ended June 30 


1975 1974 
Income 
Sales - - - - - - = = = = = = = = = = = = = = = = $466,456 $419,949 
Excise and sales taxes - - - - - = = = = = = = = = = = = 149,419 145,236 
317,037 274,713 
Investment and other income = =) = = = =- = = = = = = = =4h 35/5 4,137 
Foreign exchange gain (loss) - - - - - - - - - - - - - - = 60 (2,329) 
320,672 276,521 
Costs 

Raw materials and manufacturing - - - - - - - - - - - - = 210,962 180,704 
Marketing and distribution - - - - - - - - - - - - - - - 88,216 77,523 
Administrative and general - - - - - - - - - - - - - - - T7317, 19,127 
Minority interest- - - - - - - - - = = = - = - - - - = 168 Sy, 
Interest, including interest on long term debt of $1,694 (1974—$1,814) - - 3,503 3.743 
320,066 281,204 
Earnings (loss) before income taxes and extraordinary item - - - - - - 606 (4,683) 

Income taxes (Note 3) 
Current: ¥ = =.) =) = fee 3 Se eS a a Ss eee 1,096 428 
Deferred sca. 42 =) ¢=. =.= esp Sy = ee ee ee 1,143 280 
2,239 708 
(1,633) (5,391) 
Extraordinary gain on disposal of surplus properties - - - - - - - - = 1,541 
Loss FOR THE YEAR - - - - = = = = = = = = = = = = = = $ (1,633)  $ (3,850) 

Loss per common share 
Before extraordinary item - - - - - - - - - - - - - - - = (17.3)¢ (34.7) ¢ 
For the year - - - - - - = = - = == +--+ -+--2- - 17.3)¢ (27.6)£ 


CARLING O’KEEFE LIMITED 
AND SUBSIDIARY COMPANIES 


Consolidated Statement of Retained Earnings 


(in thousands of dollars) 


Demeceatbesiniimc Of years = -:2 — f ="2° oe =e 


Loss for the year - - - - 


Excess of par value over cost of preference shares purchased for cancellation 


Dividends paid 


Preference 


$2.20 per Series A share and 


e2.eseper-Seties:B shater--= = - = = = = Sou a ee 
Blancctaticndofryear f=) i Jai Peet Sn ere eee = 


Analysis of Changes in Working 


Increase (decrease) in current assets 


Cringe eae tae aa 
Short term investments - - 
Accounts receivable - - - 
Recoverable income taxes - 
Inventories- - - - - - 
Prepaid expenses - - - - 

Liye oui doe en 


(Increase) decrease in current liabilities 


Bank indebtedness - - - 
Notes payable - - - - 


(in thousands of dollars) 


Accounts payable and accrued liabilities- - - - - - 


Income taxes - - - - - 
Other taxes “= = = = = 
Dividends payable - - - 
OL Ota cae eee ae 
Decrease in working capital - 


Year Ended June 30 


1975 1974 
- $ 39,682  $ 45,584 
- (1,633) (3,850) 
s 149 101 
38,198 41,835 
Seb ED 2,153 
- $ 36,056  § 39,682 


Capital 


Year Ended June 30 


1975 1974 
Ss 2150 $4245) 
- (9,560) (13,309) 
- 9,194 2,266 
z 9 (2,116) 
2 197 6,488 
(9) (1,962) 


235044 (11,879) 


- 4,389 (6,970) 
= Mee fH675) 12,880 
- (6,216) (2,616) 


- (1,833) 328 
; 267 484 
z 3 3 
- — (5,065) 4,109 
EEG DOP SGT 70 


CARLING O’KEEFE LIMITED 


AND SUBSIDIARY COMPANIES 


Consolidated Statement 


of Changes in Financial Position 


(in thousands of dollars) 


Working capital was increased by 
Loss before extraordinary item - - - 
Depreciation - - - - - - - - - 
Other items not requiring working capital 


Working capital from operations - - 


Proceeds on disposal of—property, plant and equipment 


—investments and other assets 


—surplus properties 


Working capital was decreased by 


Additions to property, plant and equipment - 


Retirement of long term debt- - - - - - 


Dividends paid to preference shareholders - - 


Dividends paid by subsidiary company to minority shareholders 


Cash purchase of shares of subsidiary companies - 


Purchase of preference shares - - - - 


Decrease in working capital - - - - - 


Working capital at beginning of year - 


Working capital at end of year - - - - 
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Year Ended June 30 


1975 1974 
$ (1,633)  $ (5,391) 
10,383 9,964 
881 (620) 
9,631 3,953 
807 1,520 
3,881 945 
= 5,037 
14,319 11,455 
11,100 13,236 
2,918 3,388 
2,142 2,153 
79 105 
a 194 
101 149 
16,340 19,225 
2,021 7,770 
50,275 58,045 
$ 48,254 $ 50,275 


CARLING O’KEEFE LIMITED 
AND SUBSIDIARY COMPANIES 


Consolidated Balance Sheet 


(in thousands of dollars) 


ASSETS 
Current Assets 
(Cosliy “aS Pia Pi aaa Tye ey accent a eae a ar ar 


Short term investments, at the lower of cost and market 


Preceunts ceceivables- ara: tala! Jake er nm 
Becoyerableincome taxes = =" = =—"- = = = = 
Inventories (Note 4)- - - - - - - - - - = 
Prepaid expenses - - - - = = = = = - = = 
ora G@ureciis Assets) = — 8 =) en ee f= BS 
Property, Plant and Equipment, at cost (Note 5) - - 
Less accumulated depreciation- - - - - - - - 


Investments and Other Assets (Note 6)- - - - - - 


Cost of shares of subsidiaries in excess of net asset values at acquisition 


LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current Liabilities 
Baikeiicebteditess: ©. =. sp =. ae en 
Notes payable - - - - - - - - - -- - 
Accounts payable and accrued liabilities- - - - - 
iMeOMeHAXeS =i) = pe ao pe Stee site en 
OrNemaxcs) =) Gada Se er eee ee 
Dividends payable - - - - - - - - - - = 
iotaleGurrent Liabilities = (2 = =" = = = 
Long Term Debt (Note 7) - - - - - - - - - 
Poca lictabitics wes. ae ba va, Gow cate tol oe woe a 
Detetrecsincomesliaxesae | = 2-5)" fan 
Minority Interest - - - - - - - - - - - - 
Shareholders’ Equity 
Capital Stock (Note 8) 
Deeteremccss 11res ak eee 


Common shares - 


Retained earnings - - - - - - - - - - - 
Total Shareholders’ Equity - - - - - - - - 


APPROVED BY THE BOARD: 
J. C. Lockwoop, Director 
W. TENNYSON, Director 
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June 30 

1975 1974 
So 474i oe 83261 
2,347 11,907 
40,281 31,087 
888 879 
56,523 56,326 
3,921 3,930 
110,434 107,390 
259,636 251,782 
128222 119,451 
131,414 132,331 
~ 16,733 ~—«-20,081 
11,902 11,902 
$270,483 $271,704 
$ 9,945 $ 14,334 
5,000 3,325 
33,628 VG Ale 
2,580 747 
10,493 10,760 
534 537 
62,180 57,115 
30,189 33,823 
92,369 90,938 
~ 16,333 ~——-:15,190 
3,394 3,313 
43,974 44,224 
78,357 78,357 
122,331 122,581 
36,056 39,682 
158,387 162,263 
$270,483 $271,704 


CARLING O’KEEFE LIMITED 
AND SUBSIDIARY COMPANIES 


Notes to Consolidated Financial Statements 


JUNE 30, 1975 AND 1974 


1. Accounting Policies 
PRINCIPLES OF CONSOLIDATION 

The consolidated financial statements include the accounts of the Company and all its subsidiaries. The principal operating 
subsidiaries are listed on Page 20. Purchase accounting has been followed for all acquisitions. The excess of the cost of shares 


of certain subsidiaries over the book value of the underlying net tangible assets at the time of acquisition, is carried at cost. 


FOREIGN EXCHANGE 
Foreign currency accounts are translated to Canadian dollars as follows: current accounts at exchange rates in effect at 
June 30; other balance sheet accounts and depreciation expense at historical rates; income and other costs at average rates 


during the year. The resulting exchange gains or losses are included in the consolidated statement of operations. 


INVENTORIES 
Inventories of beverage products and materials and supplies are stated at the lower of average cost and net realizable value. 


Containers are recorded at amortized cost which is lower than new replacement cost. 


PROPERTY, PLANT AND EQUIPMENT 


Depreciation is provided generally on the straight line basis over the estimated service lives of the assets. 


The costs of acquiring interests in developed and undeveloped oil and gas properties and the development costs of 
productive wells are capitalized. Producing property costs are amortized using the unit of production method over the 
estimated recoverable oil and gas reserves. Lease rentals, other carrying costs and dry hole costs are charged to expense as 


incurred. The costs of properties which are abandoned are written off. 


INVESTMENTS AND OTHER ASSETS 
Investments and other assets are recorded at cost or amortized cost except for those held for resale which are recorded 


at estimated realizable value if less than cost or amortized cost. 


PENSIONS 
Current service costs are charged to operations as they accrue. Prior service costs arising from amendments to the plans 


and actuarial gains or losses are written off over periods approximating the remaining service lives of the employees affected. 


MaArkKETING CosTs 
Marketing costs, including those related to the introduction of new brands, are charged to operations as incurred, except 


for certain promotional items which are charged to operations as used. 


INCOME TAXES 
Income taxes are accounted for on the tax allocation basis for all timing differences between accounting and taxable 


income. 
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2. United States Operations 


During recent years Carling Brewing Company Incorporated has experienced declining sales volume. This, together 
with inflationary costs and lack of adequate price increases, has contributed to increasing losses. Management has under active 
review various alternative methods to restore profitability. Certain of these methods could result in significant adjustments 
to the present carrying values of the related assets and liabilities and consequent charges to operations. The amount of such 
adjustments, if any, cannot be estimated at this time. The consolidated balance sheet includes assets of $60,785,000 and liabilities 


of $14,604,000 applicable to Carling Brewing Company Incorporated. 


3. Income Taxes 


Credit has not been taken for losses of the major United States subsidiary, which may be applied only against future 
taxable income, other than credits related to reversal of deferred income taxes. At June 30, 1975 accumulated losses of approxi- 
mately $15,000,000 are available to be applied against future taxable income of which $3,500,000 can be carried forward to 
1978, $2,500,000 to 1979 and $9,000,000 to 1980. 


No income taxes are payable by the Irish subsidiary as a result of the carry forward of losses incurred in prior years. 


4. Inventories 


6. Investments and Other Assets 


Ns) 1974 
Beverage products, finished and in process - - - - - - - - - - - - = = $ 29,955,000 $ 32,984,000 
Materials and supplies - - - - - - - - - - - - - ------- 14,840,000 13,394,000 
Containers - - - - - - - - = = = = = = = = = = = = = = = = 11,728,000 9,948,000 
$ 56,523,000 $ 56,326,000 

5. Property, Plant and Equipment 
1975 1974 

Accumulated Accumulated 
Assets Depreciation Assets Depreciation 

Tee aS A000: |S _ $ 6,681,000 §$ — 
Buildings - - - - - - - - - - - - - 82,007,000 29,353,000 79,738,000 27,543,000 
Machinery, furniture and fixtures - - - - - - 140,361,000 89,794,000 136,132,000 84,078,000 
Motor vehicles- - - - - - - - - = = - 13,392,000 6,115,000 11,765,000 5,661,000 
Oil and gas properties - - - - - - - - - 15,322,000 2,141,000 15,480,000 1,507,000 
Leasehold improvements- - - - - - - - - 2,123,000 819,000 1,986,000 662,000 
$259,636,000 $128,222,000 $251,782,000 $119,451,000 


1975 1974 
Sundry properties- - - - - - - - - - -- 5-7 - - ---- $ 7,804,000 $ 2,250,000 
Mortgages and long term receivables- - - - - - - - - - = == == 5,332,000 14,614,000 
Deferred charges, investment in associated companies and other - ----- 3,597,000 3,217,000 
$ 16,733,000 $ 20,081,000 


A first mortgage of $7,000,000, maturing December 15, 1977 was taken back in 1973 on sale of surplus land. No interest 


was received on this mortgage subsequent to December 15, 1973 and the mortgage was foreclosed on April 24, 1975. The 


foreclosed property is recorded at the value of the first mortgage. Expenses related to the foreclosure have been written off. 
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7. Long Term Debt 
1975 


1974 


Sinking fund debentures payable in either Canadian or U.S. funds, at par, at the option 
of the holder: 


Series A 49/,% due January 15,1979 - - - - - - - - - - - - - 


$ 1,954,000 


$ 2,154,000 


Series B 44/,%, due January 15,1981 - - - - - - = = = = = = = = 3,586,000 4,703,000 
Sinking fund debentures payable in Canadian funds: 
Series C 5%, due January 15,1983 - = = - = = = = = = = = = = = 4,093,000 4,640,000 
Series D 51,9 due April 1, 1986 - - - - - - - - = - = = = = = 7,760,000 8,342,000 
Series E549, due April 1, 1989, = - - = = 2 = 2 5 = 4) 5) = 220 91294000) eo ee 
30,342,000 33,823,000 
Less amount included in current liabilities - - - - - - - =- - = = = = = 153,000 = 


$ 30,189,000 


$ 33,823,000 


The remaining sinking fund payments required for the year 1977 through 1980 are as follows: 


1977—$2,989,000; 1978—$3,800,000; 1979—$3,800,000; 1980—$3,200,000. 


8. Capital Stock 
1975 


1974 


Authorized 
879,485 preference shares with a par value of $50 each, issuable in series 


30,001,260 common shares without par value 


Issued 
433,745 $2.20 cumulative redeemable preference shares, Series A- - - - - $ 21,687,000 $ 21,687,000 
445,740 $2.65 cumulative redeemable preference shares, Series B- - - - - 22,287,000 22,537,000 
21,762,295 common shares =" = = = = = = = = =“\- = 95 = = = & 78,357,000 78,357,000 
$122,331,000 $122,581,000 


The Series A and B preference shares are redeemable at $53.00 and $52.50 per share respectively. During the year ended 


June 30, 1975 5,000 Series B shares were purchased for cancellation (1974—5,000 shares). 


Rothmans of Pall Mall Canada Limited is the beneficial owner of 50.1 percent of the Company’s common shares. 


9. Remuneration of Directors and Senior Officers 


Total remuneration of Directors and Senior Officers for the year was $770,000 (1974—$704,000). 


10. Pensions 


The Company and its subsidiaries maintain a number of pension plans covering substantially all employees. Total pension 


expense for the year was $3,962,000 (1974—$3,737,000). The Company’s policy is to fund pension costs charged to operations 


with independent trustees. Unfunded prior service costs are estimated at $8,300,000, of which $3,000,000 relates to vested 


benefits, based on actuarial valuations received during the year ended June 30, 1975. 


11. Commitments and Contingent Liabilities 


Under a long term agreement with United Breweries Limited of Copenhagen, Denmark dated March 17, 1972, the 


Company obtained access to the brewing research and technical knowledge of United Breweries Limited, together with the 
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exclusive right to manufacture and sell brewery products under the Carlsberg and Tuborg trade marks in Canada, the United 
States and the Republic of Ireland. Royalties are payable based on total sales of all brewery products at rates varying with 
the volumes and selling prices of the products. The agreement is cancellable on twenty years’ notice or earlier if certain 


specified conditions are not fulfilled. 


Rentals payable under lease agreements expiring more than three years after June 30, 1975 approximate $851,000 


annually. These leases are for the most part, for periods of from four to nine years. 


The Company is committed to acquire, at an undetermined future date, the minority interest (16.2°/) in the shares of 
Jordan Valley Wines Limited for an amount at least equal to $4,794,000. It is anticipated that one half of the minority interest 
will be purchased for $2,397,000 cash in the near future. 


e 
r1ce Box 51 Toronto-Dominion Centre 
Toronto, Ont. M5K 1G1 


aterhouse & Co, (416) 863-1133 Telex 02-2246 


CHARTERED ACCOUNTANTS 


August 14, 1975 


Auditors’ Report 


To THE SHAREHOLDERS OF CARLING O’KEEFE LIMITED: 


We have examined the consolidated statements of operations, retained earnings and changes in financial position 
of Carling O’Keefe Limited and its subsidiary companies for the year ended June 30, 1975, and the consolidated 
balance sheet as at that date. Our examination included a general review of accounting procedures and such tests of 


accounting records and other supporting evidence as we considered necessary in the circumstances. 


As discussed in Note 2 to the financial statements, management has under active review various alternative 
methods of restoring profitability to the operations of Carling Brewing Company Incorporated. Certain of the 
methods could result in significant adjustments to the present carrying values of the related assets and liabilities and 


consequent charges to operations. The amount of such adjustments, if any, cannot be estimated at this time. 


In our opinion, subject to the adjustments, if any, that might be required on resolution of the matter referred to 
in the preceding paragraph, these consolidated financial statements present fairly the results of operations and the 
changes in financial position of the companies for the year ended June 30, 1975, and their financial position as at that 


date, in accordance with generally accepted accounting principles applied, on a basis consistent with that of the 


[> Wb 


Chartered Accountants 


preceding year. 
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CARLING O’KEEFE LIMITED 
AND SUBSIDIARY COMPANIES 


FIVE-YEAR FINANCIAL SUMMARY 


(in thousands of dollars) 


For Fiscal Year Ended June 30 
1975 1974 1973 1972 1971 
$ $ $ $ $ 
Results for the Year 
Sales = = ~ = 36 = = 5s = 3 = 2 SSS =) = = 466,456 419,949 412,603 404,779 396,210 
Excise and sales taxes - - - - = = =- - = = = = = 149,419 145,236 148,589 147,905 145,214 
Sales excluding taxes - - - - - - - - - - - - - 317,037 274,713 264,014 256,874 250,996 
Operating costs - - - - - - - - - - - - = = = 306,012 267,390 251,761 234,730 228,466 
Investment and other income:— = = = =o) == =) = = 3.575 AA37 5,186 5,398 6,109 
Foreign exchange gain (loss) - - - - - - - - - - - 60 (2,329) 3,673 283 (600) 
Interest expense - - - - - - - - - - - - - - - 3,503 Gey tS) 3,374 2,938 2,687 
Minority interest- - - - - - - - - - - - - - = 168 137 156 107 _ 
Depreciation ANG amortization (= =.) =s saeie) fe ee et 300 9,964 8,964 8,870 7,924 
Earnings (loss) before income taxes - - - - - - - - - 606 (4,683) 8,618 15,910 17,428 
TinGonvestasxc Sime tee 2,239 708 DE yore 7,495 8,887 
Extraordinary charges (credits) less applicable income taxes - — (1,541) (3,795) 2,005 2,554 
Net earnings (loss) - - - - - - - - - - - = - - (1,633) (3,850) 9,875 6,410 5,990 
Dividends paid—preference - - - - - - - - - - = 2,142 2153 2,164 DAL 2,185 
—“Omm~m@le so os ee FS ea os _— — 2,176 8,705 8,705 
Net earnings (loss) per common share - - - - - - - - (17¢) (28¢) 35¢ 20¢ 17¢ 
Dividends per common share- - - - - - - - - - - _ — 10¢ 40¢ 40¢ 
Year end position 
Cash and short term investments=- - - - = - = = = = 8,821 15,168 315723 47,419 53,858 
Less bank indebtedness and notes payable - - - - - - - 14,945 17,659 23,569 18,325 1,186 
(6,124) (2,491) 8,154 29,094 52.672 
Other current assets: =. == fe Se am = ee te O61 92,222 87,546 78,305 71,334 
Less other current liabilities: --5 -ee=) 0 = ee 4} 39,456 37,655 38,533 38,508 
Working capital - - - - - - - - - - - - - - 48,254 50,275 58,045 68,866 85,498 
Property, plant and equipment—net - - - - - - - - 131,414 1B2E3Sil 136,666 128,142 106,389 
Investiients aid other assets) =e ee ee oS 20,081 18,243 15,910 33,804 
Goodwill - - “= -°-- - = = - = -\- - = = = = 11,902 11,902 Oya 8,811 PANS 
Less: Long term debt - - - - - - - - - - = = = 30,189 33,823 SP Rosy) 41,210 45,069 
Deferred. income taxes =) =e ee Ons 15,190 15,105 15,119 13,232 
Minority interest - - - - - - - - - - - - - 3,394 S315 3,254 2,413 = 
Capital employed (shareholders’ equity) - - - - - - - 158,387 162,263 168,415 162,987 167,605 
Current ratio- - - - - - = = = = - = = = = = 1.8 129 1.9 22 3.2 
Percentage return on capitalemployed - - - - - - - - (1.0) (2.4) 5.9 3.9 3.6 
Preference share capital- - - - - - - - - - - = - 43,974 44.924 44.474 44 624 44,833 
Book value per common share - - - - - - - - = = $5.26 $5.42 $5.70 $5.44 $5.64 
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Nature and Lines of Business 


Carling O’Keefe Limited, through its subsidiaries, 
manufactures and sells brewery and wine 
products in Canada and brewery products in the 
United States and the Republic of Ireland. In 
addition the Company owns a producing oil and 
gas company. 


In Canada, the Company, through its subsidiar- 
ies, is one of three major brewing companies 
who together account for over 97 percent of all 
Canadian beer sales. Three smaller regional brew- 
eries account for the remainder. The Company 
and its subsidiaries operate thirteen breweries in 
Canada. One plant is located in each of the 
Provinces of Newfoundland, Quebec, Manitoba, 
Alberta and British Columbia with two plants 
in the Province of Saskatchewan, and six plants 
in the Province of Ontario with a total annual 
brewing capacity of approximately 5,635,000 
barrels. 


The Company owns more than 99 percent of the 
outstanding shares of Carling Brewing Company 
Incorporated, which owns and operates five 
breweries in the United States. These plants 
which are located in Natick, Massachusetts; 
Belleville, Ilinois; Frankenmuth, Michigan; 
Tacoma, Washington and Baltimore, Maryland 
have a total annual brewing capacity of approxi- 
mately 5,700,000 barrels. It is estimated that 
Carling would rank number twelve in the United 
States brewing industry. 


The Company also exports Canadian beer for sale 
through a United States subsidiary, Century 
Importers Inc. 


Beamish & Crawford Limited, a wholly-owned 
subsidiary, owns and operates a brewery in Cork, 
Republic of Ireland. The Irish market is domi- 
nated by one major brewer who accounts for 
more than 90 percent of the total industry with 
the remaining market shared by Beamish & 
Crawford Limited and one other smaller brewery. 


Jordan Valley Wines Limited, which is 91.9 per- 
cent owned by the Company, operates wineries 
at Jordan and St. Catharines, Ontario; Moose Jaw, 
Saskatchewan; Calgary, Alberta; and Victoria, 
British Columbia and sells in all Provinces 
and Territories of Canada. Combined storage 


capacity of the five wineries is approximately 
12,800,000 gallons. 


Star Oil & Gas Ltd. is a wholly-owned producing 
company also engaged in the exploration and 
development of oil and gas properties in Canada 
and the United States. 


Other income is derived from investments and 
from royalties from licencing arrangements for 
the production and sale of Carling Black Label in 
the United Kingdom and Africa. 


The approximate percentage of (i) total sales and 
revenues and (i) income before income taxes and 
extraordinary items attributable to each line of 
business conducted by the Company and subsid- 
iaries for each of the last five fiscal years is shown 
in the following table: 


1975 1974 1973 1972 1971 
Percentage Percentage Percentage Percentage Percentage 
Line of Business Sales Income Sales Income Sales Income Sales Income Sales Income 


Beer—Canada - - 58.4 1,284.7 57.4 


Beer— United States - 


Beer—Ireland- - - 3.7 26s ae) 
"93.4.5 (019), 109347 
Wine - - - - - Se) PEED 5.8 
Oiland Gas - - - 7 ~=©6114.9 a5 
Qed gs ed ak ee A 126,3)) 2 
100.0 100.0 100.0 ( 


31.3 (1,430.2) 32.3 (151.2) 34.9 
POO 1246 eet Se, et 81.9) 


68.8 eeven 1 PAUMI eh. ole 54.9 7922 


(99.5) 37.3 (10.8) 428 7.1 


(75.4) 95.1 33.0 98.4 77.8 100.0 85.4 
Aer (G ee eee 

5.6) Ae 820 ey ms Gee? ies 
1) See eee bah eae ER 

0) 100.0 100.0 100.0 100.0 100.0 100.0 


Management’s Discussion and 
Analysis of Operations 


1975 compared to 1974 
Income 


Consolidated sales revenues increased by 
$46,507,000 or 11.1 percent. The increase was 
primarily the effect of selling price increases re- 
ceived in all sectors of the business. Sales volume 
increased in Canadian brewing and oil and gas 
operations but declined in Canadian wine opera- 
tions and United States and Irish brewing 
operations. 


The increase in excise and sales taxes resulted from 
increases in the rate of tax. 


The decline in investment and other income was 
the net effect of a reduction in investment income 
because of a decrease in funds available for invest- 
ment, partially offset by higher royalty income. 
The significant improvement in foreign exchange 
was the result of a net gain on translation of the 
accounts of foreign subsidiaries, as a result of the 
weakening of the Canadian dollar during the 
year, and lower losses arising on the liquidation 
and repatriation of European short term invest- 
ments. 


Costs 

The increase in raw materials and manufacturing 
expense of $30,258,000 or 16.8 percent reflected 
the significant increases in the unit cost of labour, 
raw materials and other items used in the manu- 
facturing process. 


The increase in marketing and distribution costs 
of $10,693,000 or 13.8 percent was primarily the 
result of higher distribution costs, particularly in 
Canadian brewing operations, and increased mar- 
keting costs in United States brewing operations. 


The reduction of $1,910,000 or 10.0 percent in 
administrative and general expenses was the result 
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of a programme of cost reductions in United 
States brewing operations and Canadian wine 
operations. 


The increase in minority interest expense resulted 
from higher earnings in the majority-owned 
Canadian wine subsidiary operations. Interest 
cost reflected the reduction in long term debt 


outstanding and lower short term borrowings. 


As explained in Note 3 to the Consolidated 
Financial Statements, the losses of the major 
United States subsidiary were not allowable for 
tax recovery. ‘This situation, partially offset by 
certain non-taxable income items in other opera- 
tions, resulted in the abnormally high income tax 
provision. 


The extraordinary gain in 1974 related to the sale 
of surplus property in Ottawa, Ontario and 
Atlanta, Georgia. 


1974 compared to 1973 
Income 


Consolidated sales revenue increased by 
$7,346,000 or 1.8 percent. This increase was the net 
result of three main factors: higher sales revenues 
in Canadian brewing operations primarily be- 
cause of price increases; increased wine sales 
resulting from the inclusion for the full 1974 year 
of the operations of Growers Wine Company 
Limited which was acquired during the 1973 
fiscal year, and lower revenues from United 
States brewing operations because of lower sales 
volume. The decrease in investment and other 
income resulted primarily from a decline in the 
market value of short term European investments. 
The strengthening of the Canadian dollar in 1974 
resulted in a foreign exchange loss on translation 
of these investments. 


Costs 


The increase of 10.8 percent in raw material and 
manufacturing expenses was the result of higher 


costs primarily for brewing ingredients and pack- 
aging materials. Lower marketing costs in United 
States brewing operations partially offset by high- 
er Canadian brewing distribution costs were the 
major reasons for the decline of $1,650,000 in 
marketing and distribution costs. The increase in 
interest costs in 1974 was the combined effect of 
higher borrowings and higher interest rates. 


The high rate of tax provision in 1974 primarily 
results from the loss in United States brewing 
operations not being fully recoverable for tax 


Common Stock Quarterly Price Comparison 
The following table sets forth on a quarterly 
basis for the two years ended June 30, 1975, the 
high and low sales prices on The Toronto Stock 
Exchange: 


1975 1974 
Market Price Market Price 
Quarter High Low High Low 
First - - - - $2.75 $2.15 $4.85 $4.00 
Seconde= — elon 1270 4.85 3.35 
inde = = ee O8en On 4.20 3.40 
Fourth = - - 2.96 2.30 3.45, 2.35 


purposes. No common dividends were paid during this period. 
Comparison by Quarters 
Fiscal 1975 and 1974 Quarterly Sales and Income 
(thousands of dollars) 
1975 1974 
Income Income 

Quarter Sales Amount Per Share Sales Amount Per Share 
First- - - - - - - - - - - $128,534 $ (679) (5.6)¢ $119,363 $ 845 1.4 ¢ 
Second - - - - - - - - - - 110,840 (1,777) (10.6)¢ 101,449 (1,641)(1) (10.0)¢ 
Third - - - - - - - - - = 91,391 -(2,178) (12.5)¢ 81,114 (2,279) (13.0)¢ 
Fourth - - - - - - - - - - 135,691 3,001 114¢ 118,023 (775)(2) (6.0)¢ 

Total- - - - - - - - - = $466,456 $(1,633) (17.3)¢ $419,949 $(3,850) (27.6)¢ 
NOoTEs: 


(1) After extraordinary gain of $750 or 3.5¢ per common share. 


(2) After extraordinary gain of $791 or 3.6¢ per common share. 
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